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The budget of the U.S. Government for the fiscal year 1968 makes
provision for an appropriation for this reimbursement amounting to
$11 million for this fiscal year. In fiscal year 1967, an appropriation
of the same amount was made for both fiscal years 1966 and 1967.
The estimatesshown in table 1 reflect the effect of the annual reimburse-
ments on this basis.

ACTUARIAL STaTUs oF THE TrusT FUND

Hospital insurance benefit payments will increase for many years—
not only in terms of dollars, but also as a percentage of taxable pay-
roll. TLong-range estimates are needed, therefore, to show how much
the cost is t%ikely to increase and to indicate whether the scheduled tax
rates are adequate.

The benefit cost will rise for somewhat the same reasons that are
applicable to the cash benefits under the old-age, survivors, and dis-
ability insurance program and, in addition, because of the likely in-
crease in hospitalization costs per unit of service. The cost for the
cash benefits increases primarily because the U.S. population will, in
the long run, almost certainly become relatively much older, on the
average. Hospitalization costs have increased in the past significantly
more rapidly than general earnings levels, and it is likely that this
trend will continue for some years. Kven in the lon%lrun, it is likely
that hospitalization costs will continue to rise since the general earn-
ings level has a similar trend (although the current differential be-
tween the rates of increase of these two factors will very probably be
eliminated or may even be reversed).

The long-range actuarial cost estimates for the hospital insurance
program are made over a future period of 25 years, whereas the long-
range actuarial cost estimates for the old-age, survivors, and dis-
ability insurance program are made over a 75-year future period. It
is believed that a 95-year projection period for the hospital insurance
program is as far ahead as should be considered because of the uncer-
tainties as to future hospital practices. Even so, it is necessary to
look ahead for a period such as this so as to have some idea of the
rising cost that can possibly ensue.

Another difference between the cost estimates for the two programs
is that for old-age, survivors, and disability insurance the cost estimates
assume level earnings trends in the future, whereas under the hospital
insurance program, rising earnings are assumed ; this different approach
is used so as to provide a margin of safety in each case. Under the
former program, the level-earnings assumption is a conservative one
and provides a margin of safety, since increases in earnings, with no
changes in the program, result in lower costs relative to taxable pay-
roll; or, to put it another way, this assumption provides a margin that
can be used, when earnings rise, to increase benefits without changing
the contribution rates. Such increases would, in all probability, be
somewhat more than enough to keep up with price changes, so long
as the maximum taxable earnings base is also wncreased from time to
time. On the other hand, under the hospital insurance program,
increases in the general earnings level, when accompanied by parallel
increases in hospitalization costs, result in higher costs relative to
taxable payroll unless the maximum taxable earnings base is kept
up to date, since under these conditions hospitalization costs rise
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12 THE FEDERAL HOSPITAL INSURANCE TRUST FUND

more rapidly than the covered earnings, whose increase is “dampened’”
by the effect of the earnings base. Thus, the use of the rising-earnings
assumption for the hospital insurance program is of a conservative
nature and provides a margin of safety.

Since the cost estimates assume that the earnings base will not be
changed in the 25-year period under consideration, but do assume that
earnings and hospitalization costs will rise steadily, the cost estimates
are on a conservative basis, because it seems unlikely that, in the face
of rising earnings, the taxable earnings base would not be changed for
25 years. It is for this reason that steadily increasing contribution
rates over the 25-year period were adopted to finance the hospital
insurance program. Correspondingly, if the earnings base is kept
up to date, and if the experience follows the various assumptions; then
the several increases in contribution rates scheduled for 1973 and
after will probably not be necessary.

TABLE 2.—Esiimated progress of hospital insurance trust fund, intermediate-cost
esttmate at 3.50 percent interest!

{In millions]

Contri- Benefit Adminis- Interest Balance in
Calendar year butions 2 payments trative on fund fund at end
expenses of year

Actual data

1966 - e $1,9011 $891 $107 $31 $944

Cost estimate made in 19653

$1, 637 $987 4§50 $18 $618
2,756 2.210 6t 25 1,123
3,018 2,406 72 46 1.709
3,123 2,623 79 66 2,196
3,229 2. 860 &h 82 2, 561
3,329 3,077 92 a1 2,812
3,433 o, 303 94 98 2,938
3,801 3. 540 106 100 3,283
4, 096 3,788 114 108 3, 585
4,260 4,047 121 112 3,789
6,113 5,307 159 166 5,790
7,026 6, 860 206 258 8,341
9,015 8,797 264 323 10, 426

1 Aninterest rate of 3.50 percent is used in determining the level-costs, but in developing the progress of the
trust fund, a higher rate isused in the 1st 10 vears (4 percent for 1968 -70, and then a gradually decreasing rate).

? Includes financial interchange payments from the railroad retirement system and reimbursement for
military service wage credits.

3 The transactions relating to the uninsured persons who would be covered for the henefits of this program
the cost for whon is borne out of the general funds of the ‘I'reasury, arc not shown in the following figures,
(although they are included in the above figures as to benefit payments aud Zadministeative expenses, but
with only $25.8 million of such costs having been reimbursed—included in contributious column).

4 Tncludes administrative expenses incurred in 1965.

Table 2 shows the estimated progress of the hospital insurance
trust fund according to the intermediate cost estimate. This estimate
is that which was derived at the time the 1965 amendments were en-
acted. No change was made in any of the cost factors involved since
it is too early in the operation of the program to make a thorough
evaluation of all of them. Accordingly, it is believed undesirable to
change any single factor (e.g., an interest rate of 3% percent is used,
whereas the long-range intermediate cost estimates for the old-age,
survivors, and disability insurance program are valued at 3% percent).
It should be noted that the estimated future progress of the trust fund
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shown in table 2 does not include the transactions relating to the un-
insured persons who would be covered for the benefits of this program,
the cost for whom is borne out of the general fund of the Treasury.
These early-year figures for the progress of the trust fund on a long-
range, calendar-year basis are not fully consistent with the short-
range estimates on a fiscal-year basis, shown in the preceding section,
which were prepared in January 1967, but the differences are relatively
small. The benefit payment figures are fully consistent between the
two sets of estimates, but the contribution income figures are some-
what lower in the long-range cost estimates.

The estimated level-cost of the benefits under the hospital insurance
program is 1.23 percent of taxable payroll. The level-equivalent of
the contribution schedule is also estimated at 1.23 percent of taxable
payroll. Accordingly, this estimate indicates that the program is in
exact actuarial balance under the assumptions made.

The benefits with respect to the uninsured group, and the accom-
panying administrative expenses, will be paid from the hospital
insurance trust fund, with current reimbursement therefor {rom the
ceneral fund of the Treasury. The estimated benefits will decrease
slowly because the effect of mortality on this closed group more than
offsets the rising trend of hospitalization costs and the increasing
hospital utilization per capita for this group, as the average age be-
comes | igher. The estimated benefits for the first 5 calendar years
of operation are as follows (in millions):

Benefils

Calendar year—
19

These figures have been revised from the original estimates that were
made at the time the legislation was enacted (but only to reflect the
fact that experience has shown that there were 2.4 million persons in
this “residual”’ category on July 1, 1966, as contrasted with the
initial estimate of 2 million). These estimates on a calendar-year
basis are completely consistent with the short-range fiscal-year figures
presented in the preceding section.

A discussion of the assumptions under which these estimates have
been made appears in appendix 1.

Table 2 also shows data on the actual operation of the hospital
insurance trust fund in calendar year 1966. The actual conti‘butions
(after allowing for the payment from general funds of the Treasury
for partial reimbursement of administrative expenses for the unin-
sured who are eligible for these benefits) were 15 percent higher than
the estimate. A large part of this differential was due to a change in
regulations that resulted in speeded-up collection of contributions
from larze employers.

Actual benefit payments were 10 percent lower than the estimate,
despite the fact that the former includes payments with respect to
uninsured persons who are eligible for these benefits (eiimination of
this difference, so as to have the figures on a consistent basis, would
result in the actual experience being shown as 22 percent lower than
the estimate). This difference is explained, in large part, by the
greater administrative lag in paying benefits than had been estimated.
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During the first 6 months of operation of the benefit provisions (July
to December 1966), hospital utilization rates appeared to be close to
what had been estimated, although no conclusive evidence is yet
available on this matter or on whether the assumed hospital daily
costs are in line with the actual experience, although there are indi-
cations that costs have risen at a faster rate since July 1, 1966, than
was the case previously. The long-range cost estimates assumed a
catching-up of hospital wages with other wages (and thus a relatively
more rapid rise in hospital prices than in other prices); to the extent
that this recent hospital increase is only a speed-up of this trend, the
long-range effect of this development would not be significant.

The actual administrative expenses were considerably higher than
the estimated figure shown in table 2, but this is largely due to the
inclusion in the latter of such expenses with respect to uninsured
persons who are eligible for benefits under this program. Such expenses
for uninsured persons were substantial in the early months of the
program, due to the need to identify these persons and to adjudicate
claims for eligiblity for future benefits (about $42 million being so
involved prior to July 1, 1966).

As a result of the foregoing elements, the balance in the trust fund
at the end of 1966 (and, correspondingly, the interest earnings during
the year) were significantly higher than estimated—by about $325
million, or 53 percent relatively.

CoNcLUSION

The current long-range actuarial cost estimates for the hospital
insurance program indicate that it is in exact actuarial balance. Tt
is recognized that, in a new program such as this, the actuarial cost
estimates are subject to a range of variation. Nonetheless, the
intermediate-cost estimates indicate that a sizable fund will be accum-
ulated which, after several years, will reach a magnitude of 1 year’s
benefit payments. In the initial years of operation, the balance in
this fund, according to these estimates, should be sufficient to meet
any adverse fluctuations of benefit payments as compared with
contribution income.

Such actual operating experience as has become available does not
give any clear indication as to the validity of either the original cost
estimates or the financing provisions based on them. It is clear,
however that the experience to date has not been significantly higher
than estimated and could possibly be at about the same level, or even
lower. However, it is important to note that hospital costs have
apparently increased more rapidly in the last 6 months of 1966 than
previously. To the extent that these increases represent a more
rapid catching-up of hospital wages with the general wage level, the
long-range effects of this development would not be significant.



APPENDIXES

AppeNDIX 1. AssUMPTIONS, MBETHODOLOGY, AND DETAILS OF LoNg-RANGE
CosT ESTIMATES

The basic assumptions used in the long-range cost estimates for the hospital
insurance system are described in this appendix.! Also given are more detailed
data in connection with the results of these estimates.

Hospital utilization rates

The first basic factor in making estimates of hospital benefit costs is the hospital
utilization rate assumptions. The hospital utilization rate is the average number
of days of hospitalization per insured person (including both those who are
hospitalized and those who are not). Such rate, of course, varies significantly
by age and sex.

The hospital utilization rates used in the cost estimates of this report are, in
essence, those of the high-cost assumptions of Actuarial Study No. 59 of the Social
Security Administration. These rates are based on the results of a beneficiary
survey, with upward adjustment to allow for the effect of the availability of
insurance benefits and for the decedents during the survey period. The hospital
utilization rates are appropriately adjusted to reflect the effect of the deductible
and coinsurance provisions. Different rates are used for various age-sex groups,
but with no variation by time period.

Tt was assumed in the cost estimates that a substantial majority of the covered
persons would not “fill in’’ the deductible and coinsurance provisions by private
insurance. If a large proportion of the protected persons do purchase this sup-
plementary insurance “filling in’’ the deductible and the coinsurance, this would
be a factor tending to increase the utilization rates as compared with the esti-
mates, since these provisions are believed to be at least some deterrents to over-

utilization.

Initial hospital per diem rate

The second basic factor in estimates of hospital benefits costs is the average
daily cost of hospitalization. This rate was obtained by projecting the annual
series of average hospital expense per patient day, prepared by the American
Hospital Association, from the 1963 figure (which was the most recent one avail-
able at the time the estimates were prepared) to 1966, and then applying a 13-
percent reduction factor. This factor was intended to represent the combined
effect of (a) the lower average daily cost for persons aged 65 and over as compared
with persons of all ages (because of their longer durations of hospitalization, with
resultant averaging of the cost of auxiliary services over a longer period), and
(#) the inclusion of ecertain items of hospital expense in the American Hospital
Association index that are not properly ehargeable to inpatient costs (such as the
expense of operating outpatient clinics, public restaurants, and gift shops—for
which income is available from charges to those who use the services).

Implicit in this approach was the assumption that the reimbursement of
hospitals on a “reasonable cost’” basis would follow previously existing patterns
of hospital cost accounting and analysis (or that any changes made in such cost
accounting and analysis would produce approximately the same results). For
example, hospital charges contain an allowance for such factors as depreciation
of assets. The depreciation practices of hospitals vary. The implicit assumption
mentioned previously, however, is that depreciation allowances included in
“reasonable cost”’ reimbursement will, in general, follow the pattern of deprecia-
tion allowances now included in American Hospital Association data and that no

1 For more details as to the procedures followed in making the long-range cost estimates, see (a) Actuarial
Study No. 59, Social Security Administration, January 1965, and (b) “Actuarial Cost Estimates and Sum-
mary of Provisions of the Old-Age, Survivors, and Disabllity Insurance System as Modifled by the Social
Security Amendments of 1965 and Actuarial Cost Estimates and Summary of Provisions of the Hospital
Insurance and Supplementary Medical Insurance Systems as Established by Such Act,” Committee on
Ways and Means, House of Representatives, July 30, 1965.

15
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major changes will occur in present hospital cost accounting and analysis methods
with respect to such allowances. Specifically, it was assumed that, in the aggre-
gate, the proportion of hospital per diem costs due to depreciation will be approxi-
mately the same as in the past (or that any increases therein will be offset by
other factors).

Also implicit in the assumption that hospital accounting practices will remain
the same in the future is the assumption that the “reasonable costs’” of the services
used by persons age 65 and over will be determined as they have been previously
(or, alternatively, that if there are changes therein, the results will not produce
higher costs in the aggregate).

It was assumed that only the bad debts of the beneficiaries would be considered
as part of the ‘“reasonable cost.”

Relative future trends of hospitalization costs

The cost estimates assume that hospitalization costs will increase more rapidly
than total carnings rates by a net differential of 2.7 percent per year (the actual
difference in the period 1954-63) for the first 5 years after 1965. This differential
is then assunied to decerease to zero over the next 5 years. Thereafter, hospitaliza-
tion costs and wages are assumed to increase at the same rate. In the entire
period after 1965, the general level of earnings is assumed to increasc at a rate of
3 percent per vear. iccordingly, hospitalization costs are assumed to increase
5.7 percent per vear until 1970, and by 3 pereent per year after 1975.

Auvziliary benefits

The cost estimates have not attempted to subdivide the cost for the hospital
benefits and the posthospital extended-care facility benefits. It was originally
estimated that only about $25 to $50 million would be expended in 1967 for post-
hospital extended-care facility benefits, but with the sizable number of beds in
approved facilities, the experience in 1967 will probably be substantially higher.
It seems quite possible that greater use of posthospital extended-care services will
tend to reduce the use of hospitals. It is assumed that the posthospital extended-
care benefits will be provided almost entirely for cases that would otherwise have
required inpatient hospital eare and will not cover purely custodial care.

The cost estimates for the outpatient diagnostic benefits and for the post-
hospital home health service benefits are based on rather limited data. Both
these benefits are estimated to have a relatively low cost in the early years of
operation (about $10 million in the initial estimate for the first full year for each
of them). The initial estimated first-year cost for home health benefits was low
primarily because of the small number of qualifying facilities that had been
estimated to be available; the number that have qualified has been several times
larger than anticipated in the cost estimates for the first year of the program and
more in line with what had been anticipated in the long run. The estimated cost
for the outpatient diagnostic benefits will be relatively low because of the de-
ductible and coinsurance provisions. Allowance has been made in the cost
estimates for both of these benefits for the likely future expansion of facilities
providing such services,

Administrative expenses

It has been assumed that the administrative expenses in connection with the
hospital insurance program, including those of the fiscal intermediaries that are
reimbursable under the program, will amount to 3 percent of the benefit payments.

Interest rate

An interest rate of 3.5 percent is used in determining the level costs of the bene-
fit payments and administrative expenses and the level equivalent of the con-
tributions. However, in developing the progress of the trust fund, a higher rate
is used in the first 10 years—namely, 4 percent for 1966~70, a gradually declining
rate for the next 5 years, to a level of 3.5 percent after 1975.

Timing of benefit paymenis

The estimates of benefit payments on a year-by-year basis are made on the
assumption that the suppliers of services will be reimbursed from the trust fund
concurrently as the services are furnished to the insured individual (in long-
duration cases, periodically)—and not by advance payments. In other words,
the year-by-year cost estimates for the benefit payments are on an “accrual”
basis. Any short advance or deferment of benefit payments would have some
effect on the year-by-year estimates (especially for the first year of operation),
but would have no significant effect on the long-range costs or financing basis.
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Level-costs of benefits, by type of benefit

The estimated level-cost of the benefits provided by the hospital insurance
gystem and the accompanying administrative expenses 1s 1.23 percent of taxable
payroll, of which 1.19 percent is for benefit payments and 0.04 percent is for
administrative expenses. The level-cost of the benefit payments is subdivided
as follows: 1.15 percent for hospital benefits and posthospital extended-care
facility benefits combined; 0.01 percent for outpatient diagnostic benefits; and
0.03 percent for posthospital home health service benefits.

Cost evaluation made in January 1967

The assumptions used in deriving the long-range cost estimates made in this
report are the same as those used in the 1966 report. In January 1967, calcula-
tions were made to determine the effect on the cost cstimates of using assumptions
based on more recent experience and considering certain changes in the reimburse-
ment principles as ecompared with what they had originally been assumed to be.

In calculating the level-cost estimate under the new calculations, there were
used (a) the population projection that was used in the cost estimates made for
the old-age, survivors, and disability insurance system in late 1966 (and used in
the 1967 report of the board of trustees for this program), (b) the most recent data
for the inercases in hospital per diem rates and earnings levels, and (¢) a long-term
interest rute of 3% percent.

For purposes of these calculations, benefit disbursements were further increased
by 2 percent to allow for the provision in the reimbursement prineiples for pro-
viders of services that, in general, gives an increase of 2 percent of operating costs
as an allowance for costs not readily measurable (1} percent for proprietary
institutions) and by 0.2 percent as an allowance for the accelerated-depreciation
methods provided in the reimbursement principles for providers of services (the
original estimates had assumed only the straight-line depreciation method). The
disbursements for extended care facility benefits were also increased somewhat
because of the likelihood that more facilities would be available for this benefit
than had been assumed in the original estimates, with the likelihood that although
most additional extended care usage is assumed to have an offsetting effect on
the cost of hospital benefits, there might be some net increase.

The estimated level cost based on these modified assumptions closely approxi-
mated the original cost estimate (actually, being slightly lower). 1t was decided
to continue to use the estimate of 1.23 percent of taxable payroll because reports
from various sources seemed to indicate that the average hospital per diem rate
for 1966 is likely to be somewhat higher than has been assumed originally.

AppENDIX II. LEGIsLATIVE HisTorY ArrEcTING THE TRUST FUND

Board of trustees.—Beginning with July 30, 1965, when the Federal hospita
insurance trust fund was established, the three members of the board of trustees,
who serve in an ex officio capacity, have been the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of Health, Education, and Welfare. Since
the establishment of the fund, the Secretary of the Treasury has been managing
trustee. The Commissioner of Social Security has been secretary of the board
of trlistecs. The board of trustees meets not less frequently than once each 12
months.

Contribution rates.—The Social Security Amendments of 1965, which established
the hospital insurance program, fixed the contribution rates for employees and
their employers and for self-employed persons as shown previously in table A,
The maximum amount of earnings to which these rates are applicable was estab-
lished at $6,600 per year,

Special refunds of employee contributions—~—With respect to wages, refunds to
employees who work for more than one employer during the course of a year
and pay contributions on such wages in excess of the statutory magximum are paid
from the Treasury account for refunding internal revenue collections. The
managing trustee pays, from time to time, from the hospital insurance trust fund
into the Treasury, as repayments to the account for refunding internal revenue
collections, the amount of contributions which are subject to refund.

Credits for military service—The Social Security Act Amendments of 1946 pro-
vided survivor-insurance protcction to certain World War II veterans for a period
of 3 years following their discharge from the Armed Forces. The 1950 amend-
ments provided noncontributory $160 monthly wage credits to persons who
served in the Armed Forces during World War 11, and the 1952, 1953, 1955, and
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1956 amendments provided similar noncontributory credits on account of active
military or naval service from July 25, 1947, through December 31, 1956. The
1956 amendments provided contributory coverage for military personnel begin-
ning January 1, 1957. The trust fund is to be reimbursed from general revenues
for expenditures resulting from the provisions that granted noncontributory $160
monthly wage credits to persons who served in the Arined Forces from Septem-
ber 16, 1940, through December 31, 1956, and from the provisions enacted in
1946. The existing statutory provisions that provide for the financing of these
noncontributory credits for military service are set forth in appendix ITII.

Coordination of hospital insurance and railroad retirement program.—Public Law
234, approved October 30, 1951, amended the Railroad Retirement Act to pro-
vide a basis of coordinating the railroad rctirement program with the old-age
and survivors insurance system, and this is also applicable to the hospital insur-
ance system as a result of Public Law 89-97. The 1951 legislation provides
that the railroad wage credits of workers who die or retire with less than 10
years of railroad employment shall be transferred to the old-age and survivors
insurance system. These amendments did not affect workers who aequire 10
years or more of railroad service. That is, the survivors of over-10-year railroad
workers will, as under the 1946 amendments to the Railroad Retirement Act,
receive benefits under one program or the other bascd on combined wage rec-
ords, while retirement benefits will be payable under both systems to individuals
with 10 or more years of railroad service who also qualify under old-age and
survivors insurance.

With respect to the finanecial relationships with the railroad retirement system,
when it has a different maximuin earnings base than the hospital insurance pro-
gram, the latter program will cover railroad employees directly in the same
manner as other covered workers, and their contributions will go directly into
the hospital insurance trust fund, and their benefit payments will be paid directly
from this trust fund. When the two bases are the same, the hospital insurance
taxes will be collected by the railroad retirement system, along with the railroad
retirement taxes, and will be transferred to the hospital insurance trust fund
through the financial interchange provisions. Under either case, the hospital
and related benefits with respect to railroad workers will be paid from the hospital
insurance trust fund, and the administrative expenses in connection with the
hospital insurance program that are paid by the railroad retirement system but
would otherwise have been paid by the hospital insurance trust fund are reim-
bursed to the railroa retirement account through the financial interchange
provisions.

ArpEnDIX III. STaATUTORY PROVISIONS, As oF Juny 30, 1965, CREATING THE
TRUST FUND, DEFINING THE DUTIES oF THE BoARD oF TRUsTEES, FINANCING
THE CosT 0F NONCONTRIBUTORY CREDITS FOR MILITARY SERVICE, FINANCING
THE CoST oF BENEFITS FOR PRESENTLY UNINSURED INDIVIDUALS, AND PRoO-
VIDING FOR ADVISORY CoOUNCILS ON SOCIAL SECURITY

(Sec. 217(g), sec. 218(e)(1), (h), and (j), see. 706, and sec. 1817 of the Social
Sfecuritgr Act, as amended, and sec. 103(c) of the Social Security Amendments
of 1965

Federal Hospital Insurance Trust Fund.—SEc. 1817. (a) There is hereby cre-
ated on the books of the Treasury of the United States a trust fund to be known
as the “Federal Hospital Insurance Trust Fund’”’ (hereinafter in this section re-
ferred to as the “Trust Fund’’): The Trust Fund shall consist of such amounts
as may be deposited in, or appropriated to, such fund as provided in this part.
There are hereby appropriated to the Trust Fund for the fiscal year ending June
30, 1966, and for each fiscal year thereafter, out of any moneys in the Treasury
not otherwise appropriated, amounts equivalent to 100 per centum of—

(1) the taxes imposed by sections 3101(b) and 3111(b) of the Internal
Revenue Code of 1954 with respect to wages reported to the Secretary of
the Treasury or his delegate pursuant to subtitle F of such Code after De-
cember 31, 1965, as determined by the Secretary of the Treasury by applying
the applicable rates of tax under such sections to such wages, which wages
shall be certified by the Sceretary of Health, Education, and Welfare on the
basis of records of wages established and maintained by the Secretary of
Health, Education, and Welfare in accordance with such reports; and

(2) the taxes imposed by section 1401(b) of the Internal Revenue Code of
1954 with respect to self-employment income reported to the Secretary of
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the Treasury or his delegate on tax returns under subtitle F of such Code,
as determined by the Secretary of the Treasury by applying the applicable
rate of tax under such section to such self-employment income, which self-
employment income shall be certificd by the Secretary of Health, Education,
and Welfare on the basis of records of self-employment established and
maintained by the Secretary of Health, Education, and Welfare in accordance
with such returns.
The amounts appropriated by the preceding sentence shall be transferred from
time to time from the general fund in the Treasury to the Trust Fund, such
amounts to be determined on the basis of estimates by the Secretary of the
Treasury of the tuxes, specified in the preceding sentence, paid to or deposited
into the Treasury; and proper adjustments shall be made in amounts subsequently
transferred to the extent prior estimates were in excess of or were less than the
taxes specified in such sentence.

(b) With respect to the Trust Fund, there is hereby created a body to be known
as the Board of Trustees of the Trust Fund (hercinafter in this section referred
to as the “Board of Trustees’’) composed of the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of Health, Education, and Welfare, all
ex officio. The Secretary of the Treasury shall be the Managing Trustee of the
Board of Trustees (hereinafter in this section referred to as the “Managing
Trustee’’). The Commissioner of Social Security shall serve as the Secretary of
the Board of Trustees. The Board of Trustees shall meet not less frequently
than once each calendar year. It shall be the duty of the Board of Trustees to—

(1) Hold the Trust Fund;

(2) Report to the Congress not later than the first day of March of each
year on the operation and status of the Trust Fund during the preceding
fiscal year and on its expected operation and status during the current fiscal
year and the next 2 fiscal years;

(3) Report immediately to the Congress whenever the Board is of the
opinion that the amount of the Trust Fund is unduly small; and

(4) Review the general policies followed in managing the Trust Fund,
and recommend changes in such policies, including necessary changes in the
provisions of law which govern the way in which the Trust Fund is to be
managed.

The report provided for in paragraph (2) shall include a statement of the assets
of, and the disbursements made from, the Trust Tund during the preceding fiscal
year, an estimate of the expected income to, and disbursements to be made from,
the Trust Fund during the current fiseal year and each of the next 2 fiscal years,
and a statement of the actuarial status of the Trust Fund. Such report shall be
printed as a House document of the session of the Congress to which the report is
made.

(e) It shall be the duty of the Managing Trustee to invest such portion of the
Trust Fund as is not, in his judgment, required to meet current withdrawals.
Such investments may be made only in interest-bearing obligations of the United
States or in obligations guaranteed as to both principal and interest by the
United States. For such purpose such obligations may be acquired (1) on
original issue at the issue price, or (2) by purchase of outstanding obligations
at the market price. The purposes for which obligations of the United States
may be issued under the Second Liberty Bond Act, as amended, are hereby
extended to authorize the issuance at par of public-debt obligations for purchase
by the Trust Fund. Such obligations issued for purchase by the Trust Fund
shall have maturities fixed with due regard for the needs of the Trust Fund and
shall bear interest at a rate equal to the average market yield (computed by the
Managing Trustee on the basis of market quotations as of the end of the calendar
month next preceding the date of such issue) on all marketable interest-bearing
obligations of the United States then forming a part of the public debt which are
not due or callable until after the expiration of 4 years from the end of such
calendar month; except that where such average market yield is not a multiple
of one-eighth of 1 per centum, the rate of interest on such obligations shall be
the multiple of one-eighth of 1 per centum nearest such market yield. The
Managing Trustee may purchase other interest-bearing obligations of the United
States or obligations guaranteed as to both principal and interest by the United
States, on original issue or at the market price, only where he determines that the
purchase of such other obligations is in the public interest

(d) Any obligations acquired by the Trust Fund (except public-debt obligations
issued exclusively to the Trust Fund) may be sold by the Managing Trustee at
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the market price, and such public-debt obligations may be redeemed at par plus
accrued interest.

(e) The interest on, and the proceeds from the sale or redemption of, any
obligations held in the Trust Fund shall be credited to and form a part of the
Trust Fund.

(f)(1) The Managing Trustee is directed to pay from time to time from the
Trust Fund into the Treasury the amount estimated by him as taxes imposed
under section 3101(b) which are subject to refund under section 6413(c) of the
Internal Revenue Code of 1954 with respect to wages paid after December 31,
1965. Such taxes shall be determined on the basis of the records of wages estab-
lished and maintained by the Secretary of Health, Education, and Welfare in
accordance with the wages reported to the Secretary of the Treasury or his dele-
gate pursuant to subtitle F' of the Internal Revenue Code of 1954, and the Secre-
tary of Health, Education, and Welfare shall furnish the Managing Trustee such
information as may be required by the Managing Trustee for such purpose. The
payments by the Managing Trustee shall be covered into the Treasury as repay-
ments to the account for refunding internal revenue collections.

(2) Repayments made under paragraph (1) shall not be available for expendi-
tures but shall be carried to the surplus fund of the Treasury. If it subse-
quently appears that the estimates under such paragraph in any particular period
were too high or too low, appropriate adjustments shall be made by the Managing
Trustee in future payments.

(g) There shall be transferred periodically (but not less often than once each
fiscal year) to the Trust Fund from the Federal Old-Age and Survivors Insurance
Trust Fund and from the Federal Disability Insurance Trust Fund amounts
equivalent to the amounts not previously so transferred which the Secretary of
Health, Education, and Welfare shall have certified as overpayments (other than
amounts so certified to the Railroad Retirement Board) pursuant to section
1870(b) of this Act. There shall be transferred periodically (but not less often
than once each fiseal year) to the Trust Fund from the Railroad Retirement
Account amounts equivalent to the amounts not previously so transferred which
the Secretary of Health, Education, and Welfare shall have certified as over-
payments to the Railroad Retirement Board pursuant to seetion 1870(b) of this
Act

ct.

(h) The Managing Trustee shall also pay from time to time from the Trust
Fund such amounts as the Secretary of Health, Education, and Welfare certifies
are necessary to make the payments provided for by this part, and the payments
with respect to administrative expenses in accordance with section 201(g)(1).

Financing the Cost of Benefits in Case of Veterans.—Sgc. 217. (g)(1) In Septem-
ber 1965, and in every fifth September thereafter up to and ineluding September
2010, the Secretary shall determine the amount which, if paid in equal installments
at the beginning of each fiscal year in the period beginning—

(A) with July 1, 1965, in the case of the first such determination, and

(B) with the July 1 following the determination in the case of all other

such determinations,

and ending with the close of June 30, 2015, would accumulate, with interest
compounded annually, to an amount equal to the amount needed to place each
of the Trust Funds and the Federal Hospital Insurance Trust Fund in the same
position at the close of June 30, 2015, as he estimates they would otherwise be in
at the close of that date if section 210 of this Act as in effect prior to the Social
Security Act Amendments of 1950, and this section, had not been enacted. The
rate of interest to be used in determining such amount shall be the rate determined
under section 201(d) for public-debt obligations which were or could have been
issued for purchase by the Trust Funds in the June preceding the September in
which such determination is made.

(2) There are authorized to be appropriated to the Trust Funds and the
Federal Hospital Insurance Trust Fund—

(A) for the fiscal year ending June 30, 1966, an amount equal to the
amount determined under paragraph (1) in September 1965, and

(B) for each fiscal year in the period beginning with July 1, 1966, and
ending with the close of June 30, 2015, an amount equal to the annual install-
ment for such fiscal year under the most recent determination under para-
graph (1) which precedes such fiseal year.

(3) For the fiscal year ending June 30, 2016, there is authorized to be appro-
priated to the Trust Funds and the Federal Hospital Insurance Trust Fund such
sums as the Secretary determines would place the Trust Funds and the Federal
Dospital Insurance Trust I'und in the same position in which they would have
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been at the close of June 30, 2015, if section 210 of this Act as in effect prior to the
Social Security Act Amendments of 1950, and this section, had not been enacted.

(4) There are authorized to be appropriated to the Trust Funds and the
Federal Hospital Insurance Trust Fund annually, as benefits under this title and
part A of title XVIII are paid after June 30, 2015, such sums as the Secretary
determines to be necessary to meet the additional costs, resulting from subsections
(a), (b), and (e), of such benefits (including lump-sum death payments).

Payments and Reports by States.—SEc. 218. (e)(1) Each agreement under this
section shall provide—

(A) that the State will pay to the Secretary of the Treasury, at such time
or times as the Secretary of Health, Education, and Welfare may by regula-
tions prescribe, amounts equivalent to the sum of the taxes which would be
imposed by sections 3101 and 3111 of the Internal Revenue Code of 1954 if
the services of employees covered by the agreement constituted employment
as defined in section 3121 of such code; and

(B) that the State will comply with such regulations relating to payments
and reports as the Secretary of Health, Education, and Welfare may prescribe
to carry out the purposes of this section.

Deposits in Trust Funds; Adjustments.—SEc. 218. (h)(1) All amounts received
by the Secretary of the Treasury under an agrecment made pursuant to this
section shall be deposited in the Trust Tunds and the Federal Hospital Insurance
Trust Fund in the ratio in which amounts are appropriated tosuch Funds pursuant
to subsection (a)(3) of section 201, subsection (b) (1) of such section, and subsec-
tion (a)(1) of section 1817, respectively.

(2) If more or less than the correct amount due under an agreement made
pursuant to this section is paid with respect to any payment of remuneration,
proper adjustments with respect to the amounts due under such agreement shall
be made, without interest, in such manner and at such times as may be prescribed
by regulations of the Secretary of Health, Education, and Welfare.

(3) If an overpayment cannot be adjusted under paragraph (2), the amount
thereof and the time or times it is to be paid shall be certified by the Secretary
of Health, Education, and Welfare to the Managing Trustee, and the Managing
Trustee, through the Fiscal Service of the Treasury Department and prior to any
action thercon by the General Accounting Office, shall make payment in accord-
ance with such certification. The Managing Trustec shall nob be held personally
liable for any payment or payments made in accordance with a certification by
the Secretary of Health, Education, and Welfare.

Failure to Make Payments.—SEc. 218. (j) In case any State does not make, at
the time or times due, the payments provided for under an agreement pursuant
to this section, there shall be added, as part of the amounts due, interest at the
rate of 6 per centum per annuim from the date due until paid, and the Sceretary
of Health, Education, and Welfare may, in his discretion, deduet such amounts
plus interest from any amounts certified by him to the Secretary of the Treasury
for payment to such State under any other provision of this Act. Amounts so
deducted shall be deemed to have been paid to the State under such other pro-
vision of this Aet. Amounts equal to the amounts deducted under this subscction
are hereby a.ppropria,ted to the Trust Funds in the ratio in which amounts are
deposited in such Funds pursuant to subsection (h)(1).

Financing the Cost of Benefits for Presently Uninsured Individuals.—Suc. 103.
(e) There are authorized to be appropriated to the Federal Hospital Insurance
Trust Fund (established by section 1817 of the Social Security Act) from time to
time such sums as the Secretary deems necessary for any fiscal year, on account
of —

(1) payments made or to be made during such fiscal year from such Trust
Fund under part A of title XVIII of such Act with respeet to individuals who
are entitled to hospital insurance benefits under section 226 of such Actsolely
by reason of this section,

(2) the additional administrative expenses resulting or expected to result
therefrom, and

(3) any loss in interest to such Trust Fund resulting from the payment of
such amounts,

in order to place such Trust Fund in the same position at the end of such fiscal
year in which 1t would have been if the preceding subsections of this section had
not been enacted.

Advisory Council on Social Security.—SEc. 706. (a) During 1968 and every fifth
year thereafter, the Secretary shall appoint an Advisory Council on Social Security
for the purpose of reviewing the status of the F ederal Old-Age and Survivors
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Insurance Trust Fund, the Federal Disability Insurance Trust Fund, the Federal
Hospital Insurance Trust Fund, and the Federal Supplementary Medical Insur-
ance Trust Fund in relation to the long-term commitments of the old-age, sur-
vivors, and disability insurance program and the programs under parts A u.d B
of title XVIII, and of reviewing the scope of coverage and the adequacy of benefits
under, and all other aspects of, these programs, including their impact on the
public assistance programs under this Act.

(b) Bach such Council shall consist of the Commissioner of Social Security,
as Chairman, and 12 other persons, appointed by the Secretary without regard
to the civil service laws. The appointed members shall, to the extent possible,
represent organizations of employers and employees in equal numbers, and
represent self-employed persons and the public.

(¢) (1) Any Council appointed hereunder is authorized to engage such tech-
nical assistance, including actuarial services, as may be required to carry out its
funetions, and the Sceretary shall, in addition, make available to such Council
such secretarial, clerical, and other assistance and such actuarial and other
pertinent data prepared by the Department of Health, Education, and Welfare
as it may require to carry out such functions.

(2) Appointed members of any such Council, while serving on business of the
Council (inclusive of travel time), shall receive compensation at rates fixed by
the Secretary, but not exceeding $100 per day and, while so serving away from
their homes or regular places of business, they may be allowed travel expenses
including per diem in lieu of subsistence, as authorized by section 5 of the Admin-
istrative Expenses Act of 1946 (5 U.S.C. 73b-2) for persons in the Government
employed intermittently,

(d) Each such Council shall submit reports of its findings and recommenda-
tions to the Secretary not later than January 1 of the second year after the year
in which it is appointed and such reports and recommendations shall thereupon
be transmitted to the Congress and to the Board of Trustees of each of the Trust
Funds. The reports required by this subsection shall include—

(1) a separate report with respect to the old-age survivors and disability
insurance program under title II and of the taxes imposed under sections
1401(a), 3101(a), and 3111(a) of the Internal Revenue Code of 1954,

(2) a separate report with respect to the hospital insurance program under
part A of title XVIII and of the taxes imposed by sections 1401(b), 3101(b),
and 3111(b) of the Internal Revenue Code of 1954, and

(3) a separate report with respect to the supplementary medical insurance
program established by part B of title XVIII and of the financing thereof.

After the date of the transmittal to the Congress of the reports required by this
subsection, the Council shall cease to exist.

O
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